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This book is dedicated to our families, without
whose support, dedication and love we would have
never been able to write it.
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meu coragdao. Obrigado pela paciéncia e pelo carinho,
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sur ce livie—merci.” Sophie and Sam, “Je vous dis
souvent que je suis tres fier de vous — j’espere,
qu’un jour, lorsque vous lirez ce livre, vous serez
fier de moi aussi — je vous aime tous les
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Series: Series Foreword

The Microsoft Executive Leadership Series provides lead-
ers with inspiration and examples to consider when forming
business strategies to stand the test of time. As the pace of
change quickens and the influence of social demograph-
ics, the impact of educational reform, and the impetus of
national interests evolve, organizations that understand and
embrace these underlying forces can build strategy on solid
ground. Increasingly, information technology is bridging
social, educational, and international distances, and em-
powering people to perform at their fullest potential. Orga-
nizations that succeed in the enlightened use of technology
will increasingly difterentiate themselves in the marketplace
for talent, raw materials, and customers.

I talk nearly every day to executives and policy makers
grappling with issues like globalization, workforce evolu-
tion, and the impact of technology on people and processes.
The idea for this series came from those conversations—we
see it as a way to distill what we’ve learned as a company into
actionable intelligence. The authors bring independent per-
spectives, expertise, and experience. We hope their insights
will spark dialogues within organizations, among commu-
nities, and between partners about the critical relationship
between people and technology in the workplace of the
tuture.
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I hope you enjoy this title in the Microsoft Executive
Leadership Series and find it useful as you plan for the
expected and unexpected developments ahead for your
organization. It’s our privilege and our commitment to be
part of that conversation.

Daniel W. Rasmus
General Editor, Microsoft Executive Leadership Series

Titles in the Executive Leadership Series:
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2008.

Rules to Break and Laws to Follow by Don Peppers &
Martha Rogers, 2008.
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Foreword
by
Robert Kaplan and David P. Norton

“The key reason people care about performance manage-
ment is because they want to execute their strategies. Strat-
egy execution and results are the primary benefit of manag-
ing performance.” With these words, Aziza and Fitts define
their common ground with our (Kaplan-Norton) strategy
management work. They and we recognize that strategic
decisions must be translated into tactical decisions that, in
turn, become operational decisions. To successfully execute
strategy, companies must link strategy to operations so that
the thousands of decisions made by front-line employees
align well with the strategy that has been formulated at the
top. But accomplishing this alignment is truly where the
devil is in the details. Aziza and Fitts have articulated a fea-
sible and proven path to achieve this alignment.

One of our key strategy management principles is to
“make strategy everyone’s job.” This requires that the work
force understands the strategy and, further, understands how
their local, everyday decisions can contribute to successful
strategy implementation. Aziza and Fitts take this idea a step
further by introducing a “Culture of Performance.” They
show how organizations like Energizer, the U.S. Depart-
ment of Veteran’s Affairs, and Fortis engage more employees
in strategy execution by giving them the information, tools,
and processes they need to support their decision making.
Engaging informed and empowered employees creates suc-
cessful results and sustainable competitive advantage.

x1
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The authors present a pragmatic methodology that
builds capabilities around three key processes: monitor, ana-
lyze, and plan. They understand that a monolithic “cookie-
cutter” approach can not succeed. The authors introduce a
six stage framework to help organizations tailor an approach
to their unique needs.

We appreciate the contribution Aziza and Fitts have
made to build upon existing tested and proven approaches,
like the Balanced Scorecard, to move the field of perfor-
mance management forward in important new directions.

Boston, MA (USA)

January 2008

Dr. Kaplan is Baker Foundation Professor, Harvard Busi-
ness School, and Chairman of Professional Practice at Palla-
dium Group, Inc. Dr. Norton is Founder and Director, Palladium
Group, Inc.



Preface

IMPROVING PERFORMANCE IS
CENTRAL TO SUCCESS

Organizations seeking to drive business performance and
lead in their markets must develop a culture of intelli-
gent execution. The act of execution is decision making,
and better execution comes from better decision-making
abilities. Organizations that can improve these capabili-
ties across their organization will outperform those that
don’t.

In the first decade of the twenty-first century, the busi-
ness landscape is evolving at an unprecedented pace. We find
ourselves in an increasingly global economy, facing a steady
stream of new competitors, new fields of play, and emerging
markets. Customers are continuously offered new products
and services, compelling value propositions, and creative
business models by the competition. The scope of opportu-
nity and competition are both increasing, as is the scrutiny
of the stock markets in assessing performance quarter to
quarter. Companies are under constant pressure to do more
with less and to deliver better returns than the competition.
Public sector organizations face similar constraints as grow-
ing populations and increasing needs from the citizenship
demand more from constrained budgets. Whether the
goal is sustainable growth, entering new markets, or just

xii1
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to operate more efficiently, the key to achievement is
in learning how to drive performance throughout an
enterprise.

Performance management is a top priority for organiza-
tions of all types and sizes. Organizations are learning that
you can cut costs only so much or acquire new business
only so often. Eventually, the core of business productivity
and shareholder value is the organization’s ability to execute
more effectively, with each person inside the company.

In order to execute more effectively with what they
have, companies must develop capabilities to drive busi-
ness performance. The ability to eftectively manage per-
formance can deliver the percentage points of increased
margin, cost savings, customer satisfaction, growth, or mar-
ket share, which can make the difference in outperforming
the competition and increasing their stock price.

Developing performance management capabilities
means changing the way people are empowered to make
better decisions. It requires a transition from a restrictive,
command-and-control approach to a management style that
includes more participants in the performance management
process. Involving more employees in the management dis-
cussion allows them to take greater ownership for their
individual contributions, and empowers them to take re-
sponsibility for their performance, to be accountable for
results, and thus deliver greater impact.

Just as telecommunications and Internet technolo-
gies have expanded from the executive suites to become
powerful tools utilized across the organization, so have
performance management capabilities become tools of
competitive advantage across the enterprise. Just as it seems
unfathomable for employees to communicate without a
phone or for information workers to work without the
Internet, so shall it seem unusual for people across the
enterprise to be unable to manage their performance and
understand their impact and strategic contribution.
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ORGANIZATIONAL CHALLENGES

Many organizations are limited in their ability to compete
because they lack the requisite capabilities for driving per-
formance. These organizations report the following com-
mon symptoms:

o Uninformed and uncertain. Few companies have sufti-
cient visibility into their operations to actually un-
derstand the verifiable factors that are impacting the
business. As they operate without reliable informa-
tion, they often propose the wrong solutions to the
wrong problems.

o Uncoordinated and underperforming. Acting on gut feel
and poor information, organizations disable both their
strategies and their ability to execute. They operate in
an uncoordinated fashion with multiple theories and
missions, and with misaligned actions. Without align-
ment and accountability, they trip over themselves in
the marketplace—with customers, partners, and even
within their own teams. Unable to execute in a coor-
dinated fashion, they underutilize their most strategic
assets—their people and information.

o Slow and inflexible. Many companies are not eftectively
monitoring their business performance to know the
factors that are impacting the business, and by the time
they do recognize problems, they are inflexible and
slothful in their response. They are unable to respond
to changing conditions rapidly enough to capture op-
portunities, exploit competitive advantages, and iden-
tify and resolve issues that are limiting their ability to
compete.

o Unreliable planning and execution. Some organizations

are managing performance today by looking in
the past. They are driving while looking out their
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rearview mirrors—on a foggy night, with shades on—
because they haven’t developed the capabilities to ef-
fectively manage information nor empowered their
people to drive organizational performance proac-
tively. Few can reliably make informed decisions on
what changes to make to their organization and eftec-
tively forecast what the impact will be. When they do
forecast, they often lack the confidence that the plan
will be executed to deliver the anticipated results.

COMPETITIVE ADVANTAGE

For those who can manage performance, the benefits are
tremendous. These organizations recognize distinct com-
petitive advantage. Throughout this book, we cite several
stories of exceptional results being realized by organizations
which empower people and enable intelligent execution:

« Clalit: The world’s second largest health maintenance

organization (HMO) successtully brings information
and people together to continue to set the standard
for quality of service even as both the community of
patients and quantity of competitors increase.

Energizer Holdings, Inc.: The consumer goods leader’s
success is reflected in their stock price, “We’re up over
fivefold in the last five years. People have made that
happen.”! The company has changed its approach to
empowering people to make “the majority of the
organization’s decisions. .. thousands of day-to-day,
week-to-week decisions that ultimately shape results.
We recognized an opportunity to create an organiza-

29

tion of ‘difference makers.

Fortis: Leading European banking and insurance pro-
vider places a strong emphasis on a “performance
driven culture” including a company-wide aligned
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and calibrated reward model. The company achieved
it’s 5-year net profit goal in less than 3 years® and CEO
Jean-Paul Votron was elected as ““The Business Leader
of the Year” by BusinessWeek in January 2007.°

Hilton Hotels: Through advanced performance man-
agement capabilities and incentive alignment, Hilton
continues to win on service. The stock has outper-
formed the S&P’s hotel, restaurant, and leisure index
since 2001, as well as that of the competition. Even as
the number of facilities directly managed grew from
60 to over 300 in a single year, it successfully aligned
and incented all 80,000 people across the organiza-
tion to “Go for the Green” and pursue performance
“perfection.”

U.S. Department of Veteran’s Affairs: After receiving low
quality of care scores and nearly being shut down by
Congress, the VA has transformed itself and received
modern accolades including two different Harvard
awards for their performance management capabili-
ties: “We’ve completely done a 180-degree change.
The VA today is a leader in performance and a model
of health care in the United States. It’s an exemplary
organization, and that’s directly attributable to the per-
formance management program.”*

Wells Fargo: Wells Fargo has a history of strong perfor-
mance, beating the S&P 500 for a quarter of a cen-
tury. It is one of only two financial institutions that is
AAA rated. The company’s cultural mantra, “Run it
like you own it,” both empowers employees and holds
people accountable for results.

Whole Foods Market: Whole Foods stock price has
risen nearly 3,000% since its [IPO in 1992 and its same-
store sales growth is nearly triple the industry average.
[tis America’s most profitable food retailer when mea-
sured by profit per square foot. The company applies
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its “Declaration of Interdependence” mission state-
ment to run high performing teams.’

WHY WE WROTE THIS BOOK:
A UNIQUE APPROACH

We wrote this book to share a framework that enables orga-
nizations to drive business performance—to improve their
ability to manage their performance and to deliver bet-
ter organizational results. This book is more than the re-
sult of a research project or a set of case study interviews.
Our approach to the book has come from our direct ex-
perience and work developing solutions to organizational
performance management challenges. We’ve heard the
problems with managing performance directly from For-
tune 500 companies and government organizations—and
understand the specific challenges faced by their business
managers, analysts, and information technology (IT) de-
partments as they try to implement solutions to help them
improve their performance. We’ve discussed the solutions
with the usual suspects—the industry analysts who con-
sider how best to approach solutions to performance man-
agement problems and the hardware, software, and service
providers who are seeking to provide solutions. And every
group we’ve worked with and talked to has its own slant on
what’s needed to manage performance eftectively—each has
a piece of the answer.

We captured what we have seen work repeatedly and
in this book provide an easily digestible framework which
readers can utilize within their own companies. Manag-
ing performance 1s not easy, but we provide specific guid-
ance as to what capabilities organizations need to develop.
The model is validated with multiple leading organizations
around the world who share their insights on how they have
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succeeded, and the competitive advantage they are realizing
as a result.

Fill the Gap

We also wrote this book to fill a gap in the literature on
managing performance. Although many books have been
written on performance management, they typically are ei-
ther too technical to impart business value or too theoretical
to provide prescriptive guidance for the reader to take ac-
tion.

Many business books provide high level statements of
value from a few leading organizations, but they lack con-
crete guidance on how the reader can take action to achieve
the same results. These books are compelling to read but not
much help in enabling others to try to replicate the success
achieved in the case studies. Worse, they can make manag-
ing performance seem like a magical or overly complicated
endeavor that only a few organizations have miraculously
been able to do.

Technical books on performance management have the
opposite problem. They are so full of jargon and industry
terms that they are inaccessible. Since business leaders rarely
read through all the detailed technical descriptions, the ideas
are lost before they are adopted.

This book fills the gap.

Get Specific, Make It Actionable

In this book, we seek to ensure that we are specific in de-
scribing “how to get it done.” First, we describe the business
value delivered by performance management capabilities.
Then we provide real-world examples of the competitive
advantage organizations are experiencing. Next, we break
these capabilities down into guiding themes an organization



XX PREFACE

can follow to develop these capabilities. Then, we demys-
tify performance management by removing much of the
confusing jargon. Finally, we share some detailed guidance,
including the recommended skills and assets needed for or-
ganizations to replicate top performers’ results. Our goal is
to provide a simple, actionable framework that any organi-
zation can adopt to more eftectively manage performance.
We address questions such as:

» “How do I diagnose my organization’s performance
management capabilities? How can my organization
improve its effectiveness in managing performance?”

o “What does it mean to be able to manage
performance—what specifically do I need to be able
to do to improve results?”

o “What’s possible—how impactful can this be? How
can performance management deliver competitive ad-
vantage?”

« “What specific skills and assets does an organization
need to develop to manage performance more eftec-
tively?”

« “How can our organization increase agility, align-
ment, and accountability?”

We describe detailed best practices for keeping a finger
on the pulse of the organization—tips for creating an aware
and aligned organization (how to monitor). We also discuss
how to deliver analytic capabilities across the organization
so everyone is more informed and making better decisions
(how to analyze). We discuss how to extend organizational
planning, budgeting, and forecasting processes beyond the
office of the CFO (how to plan). We explain how strategy
execution can become an integrated exercise across the cor-
porate body—so that the organization is coordinated and,
as plans change, change is conducted in alignment across
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the entire organization. It’s a collaborative and continuous
process with dramatically improved results.

THE SIX STAGES OF PERFORMANCE
MANAGEMENT VALUE

We describe six stages of performance management value
which organizations that develop performance manage-
ment capabilities can experience:

1. Increase Visibility with data that can be trusted, infor-
mation that is shared, by execution that is aligned,
and by results that are reported. With this visibility,

Culture of
Performance

Power to Compete

Execute on
Strategy

Plan for Success

Move Beyond
Gut Feel

Increase
Visibility

FIGURE 1 The Six Stages of Performance Management Value
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organizations understand what is happening across
their organization.

. Move Beyond Gut Feel to an organization that oper-

ates based on facts and validated information. Com-
panies that are dedicated to making data-driven
decisions benefit not only from making better de-
cisions across the organization, but also from having
a more disciplined culture.

. Plan for Success with aligned, communicated, and co-

ordinated plans. At this stage, companies can begin to
plan, budget, and forecast a desired future state with
accuracy and efficiency. Planning becomes a com-
petitive advantage rather than a time-consuming re-
source drain.

. Execute on Strategy to capture plans and execute in an

aligned fashion to reliably deliver the results which
were planned. Companies who can execute strategy
have the side benefit of developing accountability,
alignment, predictability and trust.

. Power to Compete: Understand external factors im-

pacting the business, including changing market
conditions or competitive strategies, to manage
performance in a way that not only makes the com-
pany better, but makes the company better than the
competition. Some companies can execute the strat-
egy they planned, but this may still not be enough.
Companies that have the power to compete take into
account external factors to make sure they are not
only performing well, but performing better than the
competition.

. Culture of Performance: With highly developed capa-

bilities to monitor, analyze, and plan the business,
organizations can create a culture wherein informa-
tion is a prized asset, aligned execution is the norm,
and accountability is inherent in how the company
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operates. These organizations operate with trans-
parency and predictability, and are readily adaptive
to changing conditions.

These six stages of performance management culminate
with the Culture of Performance. So in order to develop a
Culture of Performance, organizations first experience the
preceding five stages of performance management value.

THE THREE CAPABILITIES: MONITOR,
ANALYZE, AND PLAN

But how can you get there? In order to experience any of
the six stages, organizations must develop three capabilities:
Monitor, Analyze, and Plan. These are three muscles that
are flexed in varying degrees of strength to deliver the six
stages. Given their essential role, most of this book is focused
on how organizations can develop these capabilities.

o Monitor: This capability provides the company with
the ability to know “what is happening” and “what
has happened.”

o Analyze: This capability provides the company with
the ability to know “why what is happening is hap-
pening.”

e Plan: This capability provides the company with the
ability to know “how to model what should happen.”

ABOUT THE READER
Executives

Many readers are executives within their organizations.
They have responsibility for groups or teams, profit and
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loss (P&L), and overall results. They may be accountable
to numerous stakeholders—the Board of Directors, share-
holders, employees, customers, and partners. The model
by which executives affect performance is different from
that of other employees. Executives have to work through
others to get results. They implement change within an
organization through processes, policies, and procedures—
frameworks of performance management, which cascade
throughout the organization. When asked how the organi-
zation is performing, they need to have the facts to explain
the team’s performance or to direct inquiries to the appro-
priate owners. Their interest in managing performance may
be to:

« Drive alignment so that strategies are executed and tac-
tics align to the corporate objectives and commit-
ments executives make.

o Ensure accountability: There is a person or group as-
signed to the success of each objective and when
things go awry, they know who is on point for re-
solving them.

o Increase agility to respond to changing market condi-
tions more quickly to beat the competition.

 Capture and develop best practices to develop more top
performers; understand the specific area of focus for a
new market to enter; which segments to target for a
product or service; know how to increase results un-
der tight regulations, margins, processes, or markets,
which make winning all the more difficult.

Often, executives come across management methodolo-
gies like the Balanced Scorecard through business articles
or books. Perhaps they see or hear about the cool dash-
board that “Sam in Operations” has and can point to and
show performance within seconds of when he’s asked, or
the glossy charts and diagrams (that imply deeper analysis)
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that other executives are able to show to make their points
carry more credibility.

Or perhaps executives are interested in performance
management because they read business books like this one,
which share the best practices of leading organizations and
recognize the advantages this provides them, and wonder:
“Is my competitor doing that?” Good question.

Managers

Managers are faced with the difficult task of interpreting
organizational strategy to teams to deliver desired results.
They are closer to the execution and typically have greater
visibility than executives to what is happening with their
direct employees, customers, and partners. They are often
held accountable for herculean tasks that make more sense
in an upper managers spreadsheet than in the manager’s
actual environment.

Managers are likely to feel they could do a better job for
customers if they just had improved access to better infor-
mation. Internally, it is managers who feel the direct pain of
disconnected systems and processes and invalid information.
They still have to generate information for executives in a
timely manner, even if the data they need to do their jobs
is difficult to find.

Many managers are trying to be the agents of change
within their organization by introducing new processes
and practices to return better results—techniques for bet-
ter managing performance often top this list. They often
hear about methodologies like the Balanced Scorecard in
business classes or from colleagues at work. Managers may
be interested in reading this book to diagnose their perfor-
mance management capabilities against best practices. They
may be interested in learning about real-world ways they
can get better buy-in for their performance improvement
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initiatives. They may want to understand how they could
better align with and serve those above and below them
in the corporate hierarchy if they had improved access to
better information.

Individual Contributors

Individual contributors are often the face of the organiza-
tion to customers and partners. They are the bank tellers,
salesmen, and customer service or professional service pro-
tessionals who work directly with customers. When they
don’t have an answer or they deliver poor results, the im-
pact 1s the direct expression of the company brand with the
customer. These employees know the actual—rather than
implied, philosophical, or hoped for—way in which the
company is performing. As we said before, decisions are
the act of execution, and individual contributors often make
hundreds of tactical decisions throughout the day. Whether
they are executing in alignment or against company objec-
tives is often not seen or known until it’s too late and the
damage done has become a trend.

Individual contributors are likely reading a book such as
this to gain insights on how to serve customers better. They
want to know how they can improve their personal perfor-
mance and amplify their individual contribution. Personal
performance improvement means better results and greater
impact and, possibly, better prospects for the future as a
manager or executive.

Analysts

As many of our readers who are analysts will know first-
hand, analysts can be either the heroes or the tragically
misunderstood and underutilized people in an organiza-
tion. Which role they end up playing can correlate with the
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organization’s information maturity. If the data is a mess and
the company has a “run on gut feel” culture, the analyst is
typically used only to manufacture supporting evidence or
to “pretty up” reports with a few data points. In an or-
ganization where information is highly valued, the analyst
can be viewed as a strategic asset utilized to deliver valuable
analysis and inform better decisions.

In any case, analysts who are following their calling and
have an affinity for objective analysis know the value of
inquiry (you know who you are). They may be reading this
book to find evidence to share with their organization, such
as information to help explain the importance of having
reliable data, the role of advanced analytic tools, or examples
of the strategic role analysts can play within an organization.
They may also read a book such as this one to pick up on
best practices, which are sprinkled throughout to make sure
they are easy to find.

Information Technology Pros

IT professionals have challenging roles in the performance
management space. When the executive sees the scorecard
and when the analyst sees advanced visualization tools they
turn to the IT professional and say, “Can you get me one
of those?” What IT professionals recognize is that “one
of those” depends on many, many things relating to data
quality, budget, resources, and time frame.

Many organizations have already tackled the data ware-
housing issue of getting the data right. The average
enterprise has between 6 and 10 BI systems, and data ware-
housing has been a key initial step toward delivering better
support for decision making. As such, many I'T professionals
have already been through some BI work as their organi-
zation began its Bl journey with getting its data integrated.
Readers who are in I'T may be reading this book to keep up
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to speed with meeting demands from internal customers as
they move from data integration to information manage-
ment and technologies like scorecards, dashboards, analyt-
ics, and planning.

HOW THIS BOOK IS ORGANIZED

The book is structured to present performance manage-
ment concepts in a logical progression so the reader can
understand how the concepts relate to each other and how
to implement them within their own organization.

There are three key messages in this book:

1. People drive performance—enabling more peo-
ple across the enterprise can increase competitive
advantage.

2. There are 3 capabilities to eftectively manage perfor-
mance: Monitor, Analyze and Plan.

3. Organization’s with these capabilities can experience
Six Stages of Performance Management Value.

Chapter 1: The Six Stages of Performance
Management

Chapter 1 provides a foundation for the book by orienting
the reader to the topic at hand: driving business perfor-
mance. In this chapter, we discuss why organizations are
interested in managing performance. We also note the role
of executive commitment to improve performance as well as
the importance of intelligent execution over strategy alone.
Finally, we introduce the six stages of performance man-
agement value.



